
H o s p i t a l  Base Year 

A 4.03 

B 3.45 

C 3.31 

D 3.26 

H 3.95 

The a l l o w a b l e  t a r g e t  of t h i s  f i v e - h o s p i t a l  s a m p l e  is t h e  s i x t i e t h  p e r ­
cent i le ,  h o s p i t a l  B,  a t  3 .45employesperfac toredpat ien t  day. Therefore ,  
H o s p i t a l  H is  0.5 FTEs p e rf a c t o r e dp a t i e n td a yo v e r  the target. The 
medica iddisa l lowance  would becomputed as follows: 

A. Conver tthe  excess FEPPD i n t o  FTE by u s e  of the formula 

FTE = 1’EPPD(TED + CPE> 
365 

or 


FTE = 0.5(135.2 + 12 .31 )  
= 0.2.365 

2. 	 F i n d  t h e  p e r c e n t a g e  t h a t  t h e  t o t a l  c o m p e n s a t i o n  of the excess FTE is of 
t h e  total o p e r a t i n g  c o s t s  o f  t h e  h o s p i t a l  i n  t h e  b a s e  y e a r  (Column 3, 
Line 80, Schedule  A of theMedicare  Cost Repor t ) .  

assume t h a t  H o s p i t a l  H had i n  t h e  base year :  

a) Averagetotalcompensat ionperemploye of $20,000; and 

T o t a lo p e r a t i n gc o s t s  of $58,000. 

Then the  percen tage  o f  excess  compensa t ion  fo r  Hosp i t a l  H is 

-0.2 x $20,000 
= 0.069 = 6.9  pe rcen t .$58,000 

3. 	 Final ly ,computet i leHedieaiddisal lowance by a p p l y i n g  t h e  above 
percen tage  t o  t h e  M e d i c a i d  i n p a t i e n t  a n d  o u t p a t i e n t  c o s t s  i n  t h e  b a s e  
y e a r  (Porn E-5). 

L e t  u sas sumetha t  Hospital H hadMedica idinpa t i en tcos t so f  $3,900 
andMedica idou tpa t i en tcos t s  of $800; t h e nt h ed i s a l l o w a n c e  is: 

0.069 x $3,900 = $269.10 = i n p a t i e n td i s a l l o w a n c e  
x $ 800 55.20 = o u t p a t i e n t  d i s a l l o w a n c e  

$324.30 = t o t a l  d i s a l l o w a n c e  
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APPENDIX I V  

target FOR food COSTS per INPATIENT DAY 

I. I n t r o d u c t i o n  

Food c o s t s  i s  a c a t e g o r yt h a th a ss u f f i c i e n tp a y b a c kt ow a r r a n th o s p i t a l ­
wideeva lua t ion ,has  l i t t l e  q u a l i t y  of care o r  a c u i t y  of care con­
s i d e r a t i o n s ,a n d  is e a s i l ym e a s u r e d  All h o s p i t a l sm u s tf e e dt h e i r  in­
p a t i e n t s  n u t r i t i o u s  and d ie tconfo rming  meals. There are no except ions .  
T h e r e f o r e ,  t he  ma jo rd i f f e rences  i n  food  costs f romonehosp i t a ltoano the r  
are the  type a d  amount o f  food served and the purchasep r i ce  of thefood.*  
S i n c e  t h e  p u r c h a s e  p r i c e  of food can be d e p e n d e n to nt h es i z e  o fi n d i v i d u a l  
food o r d e r s ,  the  food c o s t s  target  w i l l  beimplementedbybedsize.  

II. Mathodology 

The f o l l o w i n g  s t e p s  w i l l  be used f o r  d e r i v i n g  a f o o d  c o s t s  p e r  i n p a t i e n t  d a y  
t a r g e t  for each hospital .  

STEPS : 

X. 	 from t h e  base year m e d i c a i dC o s tr e p o r tt a k et o t a lf o o dc o s t sf r o m  
supplementa l  Worksheet H, L i n e  5. 

C. 	 adjust the S t e p  B r e s u l t  t o  t h e  same f i s c a l  y e a r  end f o r  a l l  h o s p i t a l s .  
The f i s c a l  year end to be used i s  December 1 9 8 1  ( 4 t h  q u a r t e r ) .  

-J. 	Conpare the S t e p  C result by h o s p i t a lb e d - s i z ec o m p o n e n t s .  The bed 
s i z e  components t o  be used are 99 o rfewerbeds ,and  100 beds o r  over. 

for t h o s e  h o s p i t a l s  chat exceed the a d j u s t e d  food c o s t s  p e r  i n p a t i e n t  d a y  
maximum proceed t o  the f o l l o w i n g  s t e p s .  

*One excep t ion  nay  be At, Sinal h o s p i t a l  i n  Milwaukeeand t h e i r  p u r c h a s e  of 
kosher  f o o d s  ?OK d i e t a r y  p u r p o s e s .  

if t h e  provider is  a c o m b i n a t i o n  h o s p i t a l  n u r s i n g  home andhasnotpresented  
h o s p i t a l  o n l y  costs, t hen  nursing home days must beinc luded  i n  summing 
t o t a l  i n p a t i e n t  d a y s .  

E. 	 c a l c u l a t et h ee f f e c t  on t o t a le x p e n s e s  of t h eh o s p i t a le x c e e d i n gt h e  
t a r g e t  a n d  o b t a i n  a p e r c e n t a g e  e f f e c t  by t a k i n g  t o t a l  f o o d  c o s t s  over 
the target c o s t / i n p a t i e n t  d a y  o v e r  t h e  t a r g e t  times t o t a l  i n p a t i e n t  

HCFA-179 #-Date 
Supercedes --Rec'd 

Date Appr. 
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F. 	 rake t h ep e r c e n t a g e  e f f ec t  de r ived  i n  S t e p  E andapply t o  b a s ey e a r  
Medica idexpensestode termine  the medicaid e f f e c t .  

appendix ZVA l ists  t h e  d a t a  r e q u i r e m e n t s  and t h e i r  c o r r e s p o n d i n g  source  documents 
fo rimplemen t ingth i st a rge t ;Append ix  IVB shows a hypothe t ica lexample .  



1. 


2. 

3. 

4. 


5. 

6 .  

1. 

2. 

Fisca l  Year End 3.  

F i s c a l  Year End adjustments 4 .  

f a c t o r  to bring a l l  h o s p i t a l s  

forward or backward to FYE 

12/31/82 �or food  cos t s  


- 7hospital bed Size 6 .  

SsourceE 

Supplemental Worksheet Line 5 .  

supplemental worksheet I, Part 111, 
column 2 ,  Total Hospital Line. 

Top right-hand corner of nearly 
everypage of the cost report. 

D R I  Food Costs Index, 
increase/decrease for the number of 
applicablequarters. 

Routine Cos t  Limi t  Handout: column 
2. 

Supplemental Worksheet I. Part 1x1, 
Approved Beds column Tc .-LHospital 
Line . 

HCFA-179 #.- Date Rec'u -
Supercedes v- Date Appr. /A/= 
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34 



appendix IV B 

Bed S i z e  

216 

1. 


2. 

$7.65 ;c 1.C5 = $8.24 Adjusted Food Cost p e r  I n p a t i e n t  Day 

3 .  

hospital C 

H o s p i t a l  I) 

H o s p i t a l  E 

-.h o s p i t a l  G 

7 ­h o s p i t a l  I 

hospital ABC 

7.00 

7.50 


7-75 

8.00 

7.90 

8.24 

The allowable t a r g e t  f o r  this t e n  hospital sample i s  the s i x t i e t h  per­
c e n t i l e ,  h o s p i t a l  G ,  a t  $8.00 food c o s t s  p e r  i n p a t i e n t  day. 

HCFA-179 # 

Supercedes D 


State Rep. In. Date Eff. 
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t h e r e f o r e  ABC h o s p i t a l  i s  $.24 p e r  i n p a t i e n t  d a y  o v e r  t h e  t a r g e t  ($8 .24  ­

$8.00), when e v a l u a t i n g  t h e  h o s p i t a l s  on a c o m p a r a b l e  f i s c a l  y e a r  b a s i s .  

S i n c e  ABC H o s p i t a l  h a s  a base  FYE of June ,  t he  amount ofperd iemcos ts  m u s t  

be d e f l a t e d  by t h e  s ix-monthpercentagefoodincreaserefer red  t o  i n  S t e p  2. 

T h i s  resul ts  in Hosp i t a lbe ing  $.23 o v e r  t h e  t a r g e t  ($ .24 /1 .05 )  o r  

$16,241 of excess f o o dc o s t s  ( $ . 2 3  x 70,613 days)be ingtaken  o u t  ofbase 

y e a r  t o t a l  o p e r a t i n g  e x p e n s e s .  


To o b t a i nt h eM e d i c a i de f f e c t ,  t a k et h ee x c e s sf o o dc o s t s  of $16,241 and 

d i v i d e  by t o t a l  o p e r a t i n g  e x p e n s e s  o f  $22,000,000 f o r  a p e r c e n t a g e  e f f e c t - of 

.07 p e r c e n t .M u l t i p l yt h ep e r c e n t a g ee f f e c t  by b a s ey e a rM e d i c a i di n p a t i e n t  

c o s t s  of $2,800,000 toge tthebaseyea rmed ica idad jus tmen t .Thebaseyea r  

medicaidadjustmentof  $1,960 f o r  i n p a t i e n t  costs would then be indexed 

f o r w a r d  u s i n g  t h e  h o s p i t a l  c o s t  i n d e x  t o  d e t e r m i n e  the M e d i c a i d  e f f e c t  in 

f u t u r e  y e a r s .  


Date Rec'c; -?_.!I 9 .-_HCFA-179 #t-m ._ 

Supercedes gq-U'yq Date Appr. -dA]& 
State Rep. In. Date Eff. 
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APPENDIX V 


r o u t i n e  service COST LIMITATION - EEO adjustment 

I. I n t r o d u c t i o n  

The cu r ren t  Med ica id  hosp i t a l  sys t em has  a b u i l t - i n  f a c t o r  r e i m b u r s e m e n t  f o r  
l i m i t i n g  r o u t i n e  c o s t st o  r e a s o n a b l el e v e l s ,  namely t h er o u t i n e  service c o s t  
l i m i t a t i o n  (RSCL). SinceFederalregulat ionshavebeenchanged s o  t h a t  

. 	 re imbursementcanref lec te f f ic ien tandeconomica l lyopera ted  (EEO) con­
s i d e r a t i o n s  r a t h e r  t h a n  r e a s o n a b l e  c o s t s ,  i t  is  a p p r o p r i a t e  t o  r e - e v a l u a t e  
t h e  RSCL i n  l i g h t  of t h i s  new re imbursemen tgu ide l ineRou t ine  service 
c o s t s  t y p i c a l l y  r e p r e s e n t  40 t o  50 p e r c e n t  0 5  t o t a l  i n p a t i e n t  c o s t s .  
R o u t i n es e r v i c e sc o n s i s to ft h ef o o d ,n u r s i n g ,m i n o rm e d i c a la n ds u r g i c a l  
s u p p l i e s ,  anduse of equipmentand f ac i l i t i e s  forwhich  a cha rge  is u s u a l l y  
i n c l u d e d  i n  t h e  r o c 3  rate. T h e s er o u t i n es e r v i c ec o s t s  are o f t e n  r e f e r r e d  
t o  as t h e" h o t e l "c o s t sa s s o c i a t e dw i t ht h ep a t i e n t ' ss t a y .R o u t i n ec o s t s ,  
as t h e  name impl i e s ,  are f a i r l y  uniform among hospi ta l s ,makingcompar isons  
of costs p o s s i b l e .  !On t h eo t h e rh a n d ,a n c i l l a r yc o s t sv a r ya c r o s s  hos­
p i t a l sd e p e n d i n go nt h et y p e s  of service providedandthe case mix.) In  
d e v e l o p i n g  t h e  RSCL, HCFA employedpeergroupingon a n a t i o n a l  level s o  t h a t  
similar h o s p i t a l s  could be compared.Hospi ta ls  were g r o u p e da c c o r d i n gt o  
b e d  s i z e .  l o c a t i o n  w i t h i n  a SElSBINon-SMSA, 2nd thepe rcap i t aincomeofthe  
sur rounding  area For the b a s ey e a ro ft h ec u r r e n ts y s t e m ,t h er o u t i n e  
service c o s t  l i m i t a t i o n s  were determined a t  1 1 2  p e r c e n t  o f  t h e  mean n a t i o n a l  
a v e r a g ef o r  FYEs throughSeptember 3 0 ,  1981.Forbase FYEs a f t e rS e p t e m b e r  
3 0 ,  1981, t h e  r o u t i n e  service c o s t  l i m i t a t i o n  was set a t  108 p e r c e n to ft h e  
mean national average The l o w e rl i m i t a t i o nf o r  :he l a t te r  h o s p i t a l s  w a s  
due t o  changes x f e d e r a l  r e g u l a t i o n s  

d a t a  t o  e v a l u a t e  the r o u t i n e  service c o s t  l i m i t a t i o n  i s  c o n t a i n e d  i n  t h e  
med ica re /med ica idcos tr epor t .Fo rmed ica idSchedu le  D-1, P a r t  II c o n t a i n s  
the RSCL i n f o r m a t i o n  L i n e  60 c o n t a i n s  c o s t s  t o  b e  compared t o  t h e  r o u t i n e  
:hit. The c o s t so nL i n e  60 c o n t a i n  a l l - t h e  d i r e c t  and i n d i r e c t  c o s t s  
assigned t o  the r o u t i n e  c o s t  c e n t e r ,  w i t h  d e p r e c i a t i o n  a n d  m e d i c a l  e d u c a t i o n  
zests backed out. These r o u t i n ec o s t s  are thencompared t o  t h e  r o u t i n e  
limit times =he Medica id  rou t ine  days ,  w i th  the  lower  of t h e  actual  r o u t i n e  
c o s t s  o r  t h e  c o s t s  d e t e r m i n e d  by t h e  limit c a r r i e d  f o r w a r d  i n  d e t e r m i n i n g  
r e a s o n a b l e  costs 

The proposed limit f o r  routine s e r v i c ec o s t s  i s  t o  be  a t  104 p e r c e n t .T h i s  
pe rcen tageprov idesfo rsu f f i c i en tr e imbursemen ttoaneconomica l lye f f i ­
c i e n to p e r a t i o nf o r  two m a i nr e a s o n s .T h ef i r s tr e a s o n  is t h a t  t h e  rein­
bursement i s  104 p e r c e n t  o v e r  t h e  n a t i o n a l  mean For similar h o s p i t a l s .  
u s ing  a n a t i o n a l  mean is impor tan tbecause  i t  p rov ides  a b r o a d e r  s c r e e n  f o r  
w i scons inhosp i t a l sthanWiscons in - spec i f i cind ices .Second ly ,104percen t  
of t h e  r o u t i n e  limit is themedianaverageandthe  mean a v e r a g e  f o r  t h e  
140-hospi ta lsample  of  Wiscons inhosp i t a l s .  In  o the rwords ,  50 p e r c e n t  of 
t h e  h o s p i t a l s  were able  t o  c o n t r o l  t h e i r  c o s t s  s o  t h a t  t h e  l i m i t a t i o n  would 
havenoe f fec t  on t h e i rr e i m b u r s e m e n t  



The EEO adjustement u s e s  t h e  
the peer groups, which are: 

Eon-SMSA 


1. Less than 100 beds 
2. 	 100-169 beds-;. 170 and over beds 

c u r r e n t  HCFA bed size c a t e g o r i e s  f o r  der iv ing  

SMSA 

1 .  Less than 100 beds 
2. 100-404 beds 
3.  405-684 beds 
4 .  685 and over beds 

HCFA-179 # Date Rec'cl -
Supercedes ?)v*\q Date Appr. 

State Rep. In. Date Eff. 
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APP endIX V I  

occupancy LEVEL TARGET 

I .  I n t r o d u c t i o n  

A s i g n i f i c a n t  c o n t r i b u t o r  t o  e s c a l a t i n g  h o s p i t a l  c o s t s  i s  "excessbed 

c a p a c i t y , "( i . e . ,u n d e r u t i l i z a t i o n  of i n p a t i e n th o s p i t a ls e r v i c e s ) .S e v e r a l  

e x p l a n a t i o n s  h a v e  b e e n  o f f e r e d  f o r  t h e  u n d e r u t i l i z a t i o n  o f  i n p a t i e n t  hos-, 

p i t a 1  s e r v i c e s ,i n c l u d i n g :t h e" b u i l d i n g  boom'' of t h e  l a t e  1940s caused by 

t h e  a v a i l a b i l i t y  o f  h i l l - b u r t o n  f i n a n c i n g ;  t h e  p a s s a g e  i n  t h e  mid 1960s of 

themedicare /medica idprogramandthe i rresu l t ing"car teb lanche"payment  

of all i ncu r redope ra t ingexpenses(caus ingano the r"bu i ld ing  boom"); t h e  

emphasis on. d e c r e a s e d  i n p a t i e n t  l e n g t h  o f  s t a y  t h r o u g h  t h e  PSRO f u n c t i o n ;  

t h e  s h i f t  t o  g r e a t e r  o u t p a t i e n t  u t i l i z a t i o n ;  a n d  p o p u l a t i o n  s h i f t s .  


Whereas many of t h e s e  e x p l a n a t i o n s  are v a l i d  t h e  fact  r e m a i n s  t h a t  s t e p s  

must be t a k e n  t o  a l l e v i a t e  e x c e s s  cpacity i f  cos tconta inment  is to be 

successful. Estimates of t h e  c o s t s  of: anunoccupiedbedhaverangedfrom 3G 

p e r c e n t  t o  70 p e r c e n t  of an o c c u p i e d  h o s p i t a l  b e d ,  d u e  t o  t h e  f i x e d  c o s t s  of 

opera t ionwhich  are i n c u r r e d  n u  matter +;'?at :.he volume level is. 


T h e  o c c u p a n c yl e v e lt a r g e t  is premised on theargumentthatMedicaidshould 

notre imbursethe  f ixed c o s t s  a s s o c i a t e s  w i t h  unreasonablyhigh  levels  of 

excess c a p a c i t y .T h e r e f o r e ,  an occupancytarge tbasedonto ta lapproved  

h o s p i t a l  b e d s  i s  dev i sed  so as ' : c  limit h o s p i t a lr e i m b u r s e m e n tt ot h e  costs  

i n c u r r e d  by an e f f i c i e n t l y  ami economica l lyopera ted  (EEO) h o s p i t a l .  I n  

o t h e r  words ,  t h e  amountof e x c e s s  c p a c i t y  t o  b e  t o l e r a t e d  a n d  r e i m b u r s e d  

would only  b e  t h a t  amount found in an LEO h o s p i t a l .  


A key d i f f e r e n c e  b e t w e e n  t h i s  target and the t a rge t s  desc r ibed  above  shou ld  

b e  n o t e d  This  t a r g e t  i s  based on se t t l emen tyea roccupancyda ta  and c o s t s  

while the o t h e r  maximums are all -&en from t h e  b a s e  y e a r  c o s t  r e p o r t .  This 

i s  t h e  c a s e  s ince  occupancy levels v a r y  from y e a r  t o  year: Due t o  t h i s  

t i m i n g  d i f f e r e n c e ,  t h e r e  w i l l  be no over l app ing  of t h e  c o s t s  b e t w e e n  t h i s  

a n do t h e rt a r g e t s .  


II. Hethodology 

The f o l l o w i n g  s t e p s  w i l l  b e  u s e d  f o r  d e r i v i n g  a n  o c c u p a n c y  t a r g e t  f o r  e a c h  
h o s p i t a l .  



-- 

STEPS : 

A. 	 from the s e t t l e m e n ty e a rm e d i c a i dC o s tR e p o r t ,t a k et o t a lp a t i e n td a y s  
(exc ludingnurserydays ;  and d i v i d e  by t o t a l  b e d  d a y s  a v a i l a b l e  ( t o t a l  
approvedbeds x 365 d a y s  t o  o b t a i n  a n  o v e r a l l  h o s p i t a l  o c c u p a n c y  
l e v e l .  

E .  	 C o n p a r et h eo v e r a l lh o s p i t a lo c c u p a n c y  level ,  as d e t e r m i n e di nS t e p  A ,  
t o  t h e  s i x t i e t h  p e r c e n t i l e  of t h a t  h o s p i t a l ' s  a p p l i c a b l e  peer grouping.  
The peergroupingschat  trill be used are: 

1. 50 - 99 'red SFiA h o s p i t a l s  

2. 50 - 99 bed n:#:l-SMS.': h o s p i t a l s ;  

3 .  100-bed and over S E A  hospitals; and 

4 .  100-bed and over non-SMSA h o s p i t a l s .  

note All h o s p i t a l s  w i t h  fewer than 50 beds will be exemptfrom the 
a p p l i c a t i o n  of the occupancy target, i n  r ecogn i t ionof  the f a c t  t h a t  
t h e i r  a b i l i t y  t o  c o n t r o l  their  occupancy levels is l i m i t e d .  Also, many 
of t h e s e  h o s p i t a l s  are i n  small-, rura lcommuni t ieswhereguarantee ing  
a c c e s s  t o  heal th  care i s  a p r imary  pub l i c  p o l i c y  o b j e c t i v e .  

F o r  t h o s e  h o s p i t a l s  t h a t  h a v e  an o v e r a l l  a c t u a l  o c c u p a n c y  p e r c e n t a g e  
below t h e i r  a p p l i c a b l e  p e e r  g r o u p ' s  s i x t i e t h  p e r c e n t i l e ,  p r o c e e d  t o  t h e  
following s t e p s .  

1 - 	
A c t u a l  Occupancy Pe rcen tage  -- % E f f e c t .TargetoccupancyPercentage 

3. 	 from t h e  settlement y e a rc o s tr e p o r t ,t a k et h ec o s t sf o r  a l l  r o u t i n e  
s e n i c e  a n d  s p e c i a l  care unit c o s t  c e n t e r s  f r o m  the las t  column of 
Worksheet B. 

E. 	 From Form F, l i n e  26 of these t t lementyearMedica idIndexed  Rate 
C a l c u l a t i o nw o r k p a p e r s  o b t a i nt h ef i x e d  c o s t sp e r c e n t a g e .  

F. 	 determine t o t a l  excess f i x e da d u l t  and p e d i a t r i cc o s t s( i n c l u d i n g  
s p e c i a l  care) by m u l t i p l y i n g  r e s u l t s  of S t e p  C x S t e p  D x Step  E. 

G. 	 Determine the Medica idinpa t i en tr e imbursemen te f f ec t  by t a k i n gt h e  
t o t a l  e x c e s s  f i x e d  c o s t s  d e t e r m i n e d  i n  S tep  F and  d iv id ing  by t o t a l  
h o s p i t a l  i n p a t i e n t  e x p e n s e s  i n  t h e  s e t t l e m e n t  y e a r  ( W o r k s h e e t  B,  Last 
Line,  Last  Column - Outpa t i en t  Cos ts ) .  Apply t h i sp e r c e n t a g e  t o  base  
yea rmed ica idinpa t i en tcos t s .  

Attachment V I A  l i s ts  theda tarequ i r emen tandthe i rco r re spond ingsource  
documenetsAppendix V I B  shows a h y p o t h e t i c a l  i l l u s t r a t i o n .  
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